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Grain Futures and Grain Accounting
By Alexander M. Field
In order to facilitate the marketing of grain and other staple 
commodities, to promote business standards and procedures, to 
advance the interest of members by the acquisition and dissemi­
nation of essential commercial information and for other purposes, 
produce exchanges have been organized in various sections of the 
country.
The exchanges neither buy nor sell commodities. These func­
tions are reserved for members, who trade on their own behalf 
or as commission merchants or brokers for others. The most 
important grain exchange in the United States is the Chicago 
board of trade and its customs and practices are more or less 
typical of the others. Exchange rules or regulations mentioned in 
this article are those of the Chicago board of trade.
A member, in addition to trading in grain on his own behalf and 
for others, may operate owned or leased elevators or warehouses 
for the purpose of carrying (a) his own supplies or (b) stocks of 
customers. In the latter case he acts as custodian. The princi­
pal sources of revenue from these combined operations are 
generally reflected in the following accounts:
(a) Profit or loss from grain merchandising,
(b) Commission and brokerage,
(c) Elevation and storage.
The term grain, as defined by the board of trade, comprises wheat, 
corn, oats, rye, barley and flaxseed, and it is desirable that separate 
income accounts for each of these grains be carried under the main 
general revenue accounts mentioned above. The commission 
and brokerage and the elevation and storage accounts, however, 
are not always segregated as to grains.
There are two distinct grain markets on the exchange, the 
“spot” and “futures.” The latter is by far the more active. 
“Spot grain” is defined by the Chicago board as grain in the 
Chicago district, subject to sale for immediate delivery. A sub­
stantial volume of trading transactions is carried on through the 
exchange in spot or cash grain, but as such trades may also be 
consummated through direct contact with the farmer, the miller 
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or exporter, the “spot market” is more or less decentralized. 
The “futures market,” on the contrary, is highly centralized and 
buying and selling orders from all over the world are consum­
mated on the exchanges, where the quoted prices generally adjust 
themselves to a world parity.
The “futures” market is extremely sensitive, trading is highly 
competitive and prices are influenced from day to day by changing 
conditions and developments. Statistics are available relative 
to the visible supply of grain, crop prospects, etc., but other 
important factors affecting ultimate prices are either unknown or 
uncertain. The consumption demand for the crops is more or 
less stable and can be estimated with a reasonable degree of 
safety, but prognostications relative to the future supply can 
only be cautiously accepted, as such forecasts may be completely 
upset by weather and other changeable and unknown factors.
The sensitiveness of the futures market to changing crop pros­
pects and the facility with which “trades” can be closed make it 
attractive for speculative operations. The speculators in seeking 
profits from buying and selling without the necessity of handling 
the commodities take the risks inherent in this kind of trading 
and thereby provide an opportunity to owners of grain to acquire 
through “hedging ” operations the insurance against price changes 
on the grain which they expect to sell or use in manufacturing 
processes.
In nearly all transactions which involve a purchase for resale, 
whether the commodity acquired be disposed of without change 
or in a converted form, there exists an element of speculation. 
The exception to the general rule occurs when the buyer of a 
commodity simultaneously sells it, but such transactions are rare 
in the general run of a manufacturing or merchandise business, 
and in most trading in commodities there is a lapse of time be­
tween the purchasing and selling dates. During this interval 
the market price of the commodity may advance or recede and, 
to the extent of the change in the market price, the results from 
trading operations are likely to be affected favorably or adversely.
This factor of speculation in commodities in general is more or 
less recognized in the commonly accepted basis of valuation (cost 
or market, whichever is lower) for inventories and purchase 
commitments, and the reduction of inventories to market, if 
lower than cost, is an acceptance of the known speculative loss 
on the commodities held at the date of the revaluation.
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The speculative hazard attaching to the ownership of goods 
varies with different classes of commodities and assumes greater 
importance when the goods are subject to almost continuous price 
changes. The market quotations for grain are in a perpetual 
state of fluctuation and, to protect themselves against the specula­
tive risks incident to this condition, owners and users of grain have 
adopted the policy of “hedging” their merchandising transactions.
“Hedging” consists of a simultaneous purchase and sale in the 
two markets (“spot” and “futures”) which are expected to act 
in like manner, so that a gain in one will be offset by a correspond­
ing loss in the other, or vice versa. In order to illustrate a simple 
hedge, the following hypothetical transactions may be assumed:
(1) A grain company purchases 5,000 bushels spot wheat at 
$1.00 a bushel and at the same time sells 5,000 bushels 
in the futures market at, say, $1.02 a bushel.
(2) The grain company subsequently sells the 5,000 bushels of 
spot wheat at 98 cents a bushel and simultaneously 
buys 5,000 bushels in the futures market at, say, $1.00 a 
bushel, thereby closing its futures trade.
In this case, if the expectation that the two markets will move 
equally in the same direction is correct, the price at which the 
company effects its futures purchase should be $1.00 a bushel and 
the loss of 2 cents a bushel on the spot grain will be compensated 
by a like gain on the futures transaction. Actually, the two mar­
kets may not be affected equally, but generally they move in the 
same direction, and the grain company is at least relieved of the 
greater part of the risk attaching to price instability.
In these circumstances, it may appear that the grain company 
makes no profit, but this is true only in so far as profits arising 
from price changes are concerned. The market prices for grain 
are for a specified grade and, as the quality sold and delivered 
varies from the specified grade, a premium or discount differential 
is realized. The purchases by the grain dealer, though varying in 
quality, may be treated and regarded so that the poorer grades 
purchased may realize a better price than would be possible if 
they were sold without regrading.
The elimination of the speculative risks attaching to price 
changes enables the grain company to conduct its trading on a 
much smaller margin than would otherwise be possible, and, in 
addition, the company secures the advantage, through price 
121
The Journal of Accountancy
stabilization, of being placed in a much stronger position when 
seeking credit. Banks and other lenders of money are better 
protected when the grain covered by the warehouse receipts 
deposited as collateral to the loan is “hedged.” It will be evident, 
therefore, that a grain company should at all times be completely 
“hedged,” and any departure from this procedure places it in a 
speculative position.
Trading in the futures grain market, whether it be for specula­
tion or for hedging purposes, contemplates delivery of the quantity 
sold at a future date and at a fixed price. The contract is a basis 
contract, but the seller has the option to deliver a better or poorer 
grade with a price premium or discount differential. In actual 
practice, of course, physical delivery on all trades is unnecessary 
and is not effected, because before the delivery date the same 
quantities may be sold and purchased a number of times, thereby 
cancelling many of the trades.
All contracts on the Chicago board of trade made by members 
on their own behalf or for others must be cleared through the 
clearing house and all contracts are subject to its rules and regula­
tions. These regulations require members to file at the close of 
each day clearing sheets on which are recorded all trades made 
during the day, as well as the trades carried over from the preced­
ing day. The open items must also be brought to the closing 
market price of the day and should be grouped by commodities 
and by delivery months. Only such trades as are not offset are 
carried forward to the clearing sheet of the following day. If a 
member buys any amount of a certain commodity for delivery in a 
particular month and subsequently sells any amount of the same 
commodity for delivery in the same month, the subsequent sale 
is considered an offset to the purchase and only the variation in 
the quantities purchased and sold is considered as an open trade. 
Likewise, a sale would be offset against a subsequent purchase. 
This rule is of distinct advantage to the members, as they are 
required to deposit margins on open trades and the practice of 
offsetting trades reduces the required margins. The shares of 
capital stock of the Clearing House Corporation held “in pledge” 
by the clearing house on behalf of the members are credited against 
margin calls to the extent of the last established book value of 
such shares.
A settlement on all trades cleared is effected between the clear­
ing house and the clearing members, sellers and buyers, at the end 
122
Grain Futures and Grain Accounting
of each day. On the day the futures contract is made, the dif­
ference between the contract price and the final market price of 
that day is settled through the clearing house, and thereafter, on 
each day until the trade is closed, an adjustment is made to bring 
the trade to the final market price. Thus, if A sold B futures of 
5,000 bushels of wheat on July 1st at a price of $1.00 a bushel and 
the final market price for that date was $1.01 a bushel, A would 
pay the clearing house by cheque the difference of $.01 a bushel, 
or a total of $50.00, and the clearing house in turn would pay B 
by cheque the sum of $50.00. If the final market price was less 
than the contract price, the differential would be paid by the clear­
ing house to A and that institution would receive an equivalent 
amount from B. Such settlements would continue daily until 
the trade was closed. The adjustments subsequent to the first 
one would be on the basis of the differential between the final 
market prices of the successive days.
If a trade is closed by delivery of the grain, the delivery is made 
on the basis of the final market price of the preceding day.
To revert to the hypothetical transactions given above, let it 
be assumed that (1) A delivers the 5,000 bushels of wheat to B 
on July 6th, (2) the final market price showed an advance of $.01 
a bushel on each day the contract remained open, and (3) all 
intervening days were legal trading days, the effect of the settle­
ments on the accounts of A would be as follows:
July 1-5 Debit loss or gain on futures........................ $ 250.00
Credit Cash................................................................. $ 250.00
To record the payments to the clearing house of 
$50.00 daily from July 1 to July 5, inclusive, in ad­
justment of the contract price of $1.00 a bushel on 
5,000 bushels of wheat to the final market price of 
each day.
July 6 Debit cash......................................................... $5,250.00
Credit wheat sales....................................................... $5,250.00
To record the delivery to B on July 6 of 5,000 
bushels of wheat at the final market price of $1.05 a 
bushel on July 5, sold under contract on July 1 at 
$1.00 a bushel.
In this example the actual trading profit or loss of A would 
be determined as follows:
Wheat sales at closing price of $1.05 July 5.................................... $5,250.00
Less—Loss on futures.................................................................... 250.00
Wheat sales at contract price of $1.00 a bushel.............................. $5,000.00
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Cost of wheat sold............................................................................. ?
Gain or loss........................................................................................ ?
If A sold his 5,000 bushels of wheat on the “spot market” and 
closed his futures trade by a purchase of an equivalent amount, 
the result would vary only to the extent of any difference in the 
price of the spot sale and the contract futures sale.
The settlements referred to above are made solely between the 
clearing members and the clearing house; the customers of the 
clearing members are not directly concerned with the daily ad­
justments. Thus, if a grain company is acting as a commission 
house, the accounts of the customers would not be adjusted daily 
to give effect to the settlements on the trades of the customers. 
As a matter of business prudence, however, the customers of the 
grain company should be adequately margined at all times and 
the margin records of the company should be adjusted each day 
to reflect (a) the changes in market prices on the customers’ 
trades, and (b) the effect of the changes on the margin position. 
As and when the customer is charged or credited with his loss or 
gain the account for loss or gain on futures account will be 
relieved.
The accounts of a grain company are not exceptionally com­
plicated, but numerous warehouse and financial records have to 
be maintained, and they require considerable clerical and account­
ing work. The members of the exchanges are required to comply 
with the rules and regulations of these associations and certain 
prescribed forms have to be used. In addition, governmental 
regulations relative to futures contracts, warehousing of grain, etc., 
must be observed. All these things necessitate the keeping of 
books and records in considerable detail.
A description of the records within the limits of an article of this 
kind is impracticable, but a few brief comments on the principal 
items appearing on the financial statements and the methods of 
verification employed in an audit may prove of interest.
Grain is bought and sold for cash, and accounts receivable and 
accounts payable do not arise from these trading transactions. 
If the company is in the commission business, there will probably 
be balances due to or from customers. The trading transactions 
of the customers should be adequately margined and confirma­
tions of the amounts on deposit, as well as the trading position, 
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should be requested from the customers as of the close of the fiscal 
period. For balance-sheet and profit-and-loss purposes, the 
trades of the customers should be brought to the final market 
price and any profit or loss disclosed thereby should be credited or 
charged to the customers’ accounts. The contra entries should 
be to loss or gain on futures. These adjustments are necessary 
because, as stated previously, the daily settlements effected by 
the company with the clearing house are not recorded in the 
customers’ accounts but are taken up through the cash account 
and the loss or gain on futures.
In addition to the accounts receivable referred to above, there 
may be accrued storage or warehousing fees on grain due from 
customers and as these charges are computed on (a) the quantities 
in storage, (b) the period of time in storage and (c) a specified 
storage rate, the accuracy of the accruals is readily verified.
The quantities of grain in the inventory are generally ascer­
tained from elevator or warehouse records and substantiated by 
estimates made by superintendents or other responsible employees. 
These elevator or warehouse records should be adjusted periodi­
cally by the company with respect to any overages or shortages 
disclosed by “weigh-overs” or “clean-ups.” The stocks stored 
in warehouses other than those operated by the company should 
be evidenced by warehouse receipts or certificates obtained from 
the public custodians. The quantities shown by the inventories, 
after adding the undelivered purchases of “spot” grain and de­
ducting the undelivered sales of “spot” grain, should, if the com­
pany is not in a speculative position, be in approximate agreement 
with the open trades in the “futures” market. A summarization 
of the market position of a company (quantities assumed for 
illustration) would be as follows:
Bushels
Wheat in elevators or warehouses.................................................... 1,250,000
Open spot purchases, viz., grain in transit or to be shipped on 
specified dates at specified prices.............................................. 50,000
Together..................................................................................... 1,300,000
Less—Open spot sales, shipments to be made on specified dates at 
specified prices............................................................................ 30,000
Balance....................................................................................... 1,270,000
Open “futures” sales......................................................................... 1,270,000
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The reason for the inclusion of the open “spot” purchases and 
open “spot” sales in the foregoing tabulation is that when these 
transactions are undertaken, simultaneous sales and purchases 
are made by the company in the “futures” market. Similar 
tabulations should be made of the other grains comprising the 
inventory.
The pricing of the inventory should be on the basis of the final 
market price of the close of the fiscal period, and no consideration 
need be given to cost. The justification for this is derived from 
the “hedging” operations which provide insurance against price 
changes. The futures transactions represented by open trades 
are, as stated previously, adjusted to the final market of each day, 
and, inasmuch as the aggregate quantities in the open futures 
contracts should approximate the total quantities in the inven­
tories, it naturally follows that any loss or gain in the futures 
will be offset by a gain or loss on the inventories when priced at 
market. Thus, if the inventory consisted of 5,000 bushels of 
wheat at a cost of $1.00 a bushel, and the final market price on the 
day of the inventory was $1.02 a bushel, there would be an appar­
ent gain on the inventory of $.02 a bushel or a total of $100. The 
company, however, when it purchased the grain, immediately 
sold a like quantity in the futures market, and, assuming that the 
two markets have been equally affected, the futures transaction 
shows a loss of $100. The effect on the accounts of the company 
will be as follows:
(1) Inventories are increased $100 as a result of revaluation.
(2) Cash is reduced $100 as a result of settlements on open 
futures.
(3) Profit-and-loss is credited with a gain of $100 arising from 
inventory revaluation.
(4) Profit-and-loss is charged with a loss of $100 on open 
futures.
The inventory stocks should, of course, be graded, and price 
differentials should be applied in accordance with the quality.
The cost of all open purchase commitments of cash grain should 
be ascertained, and any difference between the cost and the final 
market price of the date of the balance-sheet should be taken up 
through the inventories and the profit-and-loss accounts. These 
transactions are “hedged,” and, as stated previously, adjustments 
are made daily. Likewise as the “hedge” on open spot sales is 
126
Grain Futures and Grain Accounting
removed as of the date the sales are consummated, open sales 
should be valued on the basis of selling prices. The sales will not 
be reflected on the books until shipments are effected.
In closing the profit-and-loss account, the loss or gain on futures 
should be transferred to the profit or loss from grain merchandis­
ing, so that the actual trading profit may be ascertained. The 
commission and brokerage income will fluctuate with trading 
activity. Elevator and storage income should increase with 
abundant supplies of grain.
The unusual features of the balance-sheet have been described. 
Such assets and liabilities as are not specifically mentioned 
generally present no characteristics uncommon to other kinds of 
business. The comments have been confined solely to problems 
relating to the transactions of grain brokers and do not deal, 
except indirectly, with the grain transactions of milling companies 
and others.
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